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FEDERAL RESERVE BANK
OF DALLAS

To the Member Banks in the
Eleventh Federal Reserve District:
The Statement of Condition and the earnings and expenses of the
Federal Reserve Bank of Dallas for the year 1967, with comparative
figures for 1966, are shown herein. Lists of the directors and officers of
the Bank and its branches as of January 1, 1968, are also included.
A review of economic and financial developments in the Nation
and the District during 1967 is being presented in the January 1968
Annual Report Issue of the Business Review of this Bank.
Additional copies of these publications may be obtained upon request
to the Research Department, Federal Reserve Bank of Dallas, 400 South
Akard Street (mailing address: Station K, Dallas, Texas 75222).
Sincerely yours,

WATROUS

President

H.

TRONS

statement 01 condition
Dec. 31, 1967

Dec. 31, 1966

$ 318,182,506

$ 655,337,464

ASSETS
Gold certificate account.
.
Redemption fund for Federal Reserve notes.
Total gold certificate reserves.
Federal Reserve notes of other Banks. .
Other cash. . . . . . . . . . . . . .
.
Discounts and advances.
U.S. Government securities:
Bills
.
Certificates
.
Notes
.
Bonds ...

.

.

.

.
.

.
.
.

.

70,247,329

61,919,809

388,429,835
30,530,500
13,676,797
5,800,000

717,257,273
40,500,700
18,429,704
400,000

667,810,000

430,479,000
158,682,000
776,882,000
226,069,000

1,125,269,000
254,434,000
. . . . . . ..

2,047,513,000

1,592,112,000

........... ........ ..

2,053,313,000
626,215,095
9,037,370
106,066,517

1,592,512,000
540,487,954
9,840,781
62,751,442

TOTAL ASSETS .................................... $3,227,269,114

$2,981,779,854

Total U.S. Government securities.
Total loans and securities ...
Cash items in process of collection.
Bank premises
Other assets ...

LIABILITIES
Federal Reserve notes in actual circulation
Deposits:
Member bank - reserve accounts. .
U.S. Treasurer - general account
Foreign
.
Other
.

.

.. $1,432,827,205

$1,278,172,767

1,149,734,038
61,322,616
8,120,000
9,182,179

1,064,648,587
137,218,136
9,280,000
7,047,303

1,228,358,833
485,310,241
11,845,535

1,218,194,026
410,832,102
8,152,959

3,158,341,814

2,915,351,854

34,463,650
34,463,650

33,214,000
33,214,000

.
.
.

Total deposits
Deferred availability cash items.
Other liabilities ...
TOTAL LIABILITIES

CAPITAL ACCOUNTS
Capital paid in.......................
Surplus .. ,
TOTAL CAPITAL ACCOUNTS. . .

........
....... .
..... ......

TOTAL LIABILITIES AND CAPITAL ACCOUNTS

68,927,300

66,428,000

$3,227,269,114

$2,981,779,854

earningS and expenses
1967

1966

CURRENT EARNINGS
. .. $

Discounts and advances.
U.S. Government securities.
Foreign currencies
All other

.

TOTAL CURRENT EARNINGS.

175,641

$ 2,184,633

88,410,349

71,722,638

1,464,582

1,275,220

35,223

35,484

90,085,795

75,217,975

11,197,900

10,437,270

625,596

524,400

1,032,264

863,240

CURRENT EXPENSES
Current operating expenses.
Assessment for expenses of Board of Governors.
Federal Reserve currency:
Original cost, including shipping charges

.

Cost of redemption, including shipping charges
Total

.

.

Less reimbursement for certain fiscal agency
and other expenses.
NET EXPENSES

.

29,501

66,555

12,885,261

11,891,465

909,410

848,953

11,975,851

11,042,512

78,109,944

64,175,463

PROFIT AND LOSS
Current net earnings.
Additions to current net earnings:
Profit on sales of U.S. Government securities (net)

.

All other

.

Total additions

.

30,855
83,126

76,588

113,981

76,588

Deductions from current net earnings:
Loss on sales of U.S. Government securities (net)

.

All other
Total deductions

.
.

.

Net additions or deductions (-).
Net earnings before dividends and payments
to U.S. Treasury.

. .. .. .. .

Dividends paid

.........

Payments to U.S. Treasury (interest on F.R. notes).
Transferred to surplus.

.............

Surplus, January 1.

........

Surplus, December 31

95,832
5,424

7,241

5,424

103,073

108,557

-26,485

78,218,501

64,148,978

2,027,223

1,965,116

74,941,628

60,937,912

1,249,650

1,245,950

33,214,000

31,968,050

$34,463,650

$33,214,000
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the hesitant economu
national situation
The year 1967 was a period of slow growth
in the output of goods and services relative to
the gains during most of the years since the
current cyclical upswing began in 1961. As
compared with the booming, overexpansive
surges that occurred in 1965 and 1966, particularly the 'latter, the past year's economic
advance was quite moderate indeed. In a sense,
the slower pace of economic activity during
1967 was an adjustment from the overly ebullient upswing that characterized the previous
3 years. An especially disquieting note was the
fact that the' uptrend in prices accelerated
markedly in the second half of 1967, and the
"real" growth of the economy was substantially reduced last year.
As the early months of the year unfolded,
the mood of the business community became
more cautious, and expectations regarding sales
and profits in 1967 were reduced. During the
year, a more than generous measure of uncertainty was provided by the Viet-Nam war,
social unrest, work stoppages, rapidly rising
prices, international monetary changes, and the
potential course of domestic monetary and fiscal policy. With the resumption of a more vigorous and balanced growth in the economy
during the latter part of 1967, business sentiment appeared to have taken on a more optimistic note.
The slowing in the rate of economic advance
in 1967, which was particularly pronounced
during the first half of the year, was due primarily to weakness in the private sector, as
both consumers and businessmen reduced the
pace of their spending. A reduction in the rate
of inventory accumulation during the first half
of 1967 from the very high rates reached dur-

ing the latter part of 1966 was a key element
in the sluggish performance of the private sector. Efforts to improve the balance between inventories and sales were reflected in a slackening in the growth of employment, production,
and income. On the other hand, the public
sector showed further growth, as spending by
all levels of government rose.

economic developments
Despite the rather lethargic performance of
the economy during the first half of 1967,
GROSS NATIONAL PRODUCT for the year
averaged around $785 billion, reflecting an
increase of about 5.6 percent. This gain compares with a rise of 8.7 percent in 1966. However, the growth in the "real" output of goods
and services in the past year (that is, after
adjustment for price changes) was particularly
disappointing. About 60 percent of the yearto-year rise in GNP was due to price increases,
and real growth was less than 3 percent - well
below the 5.8-percent advance achieved in
1966, when prices also were rising ~ignificantly.
The uneven pace of economic activity during 1967 is evident in the fact that more than
70 percent of the rise in GNP occurred in the
last half of the year. The first-quarter currentdollar increase of $4.2 billion in GNP, on an
annual-rate basis, was so slight that such expressions as "minirecession" and "pause in
business activity" appeared in the business
press. Following the slight advances in the first
part of the year, the gain in GNP in the last
two quarters averaged in excess of $16 billion.
The reduced rate of accumulation of business
inventories in the first half of 1967 was a heavy
depressant on economic activity. With final demand failing to match the rising output of
goods during the latter part of 1966, business-
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PRODUCTION AND INVENTORIES

that manufacturers' inventory-shipments ratios
remained at historical highs. Larger increases
in inventories might well have occurred in the
final months of last year except for the dampening effect of strikes in the automobile and
copper industries. For 1967 as a whole, inventories accounted for about $4 billion in total
GNP, as compared with $13.4 billion in 1966.
Another important factor contributing to the
moderate growth in the economy in 1967 was
a relatively small rise, around 3 percent, in
business fixed investment. Such investment in
1966 rose 12.8 percent. All of the past year's
GROSS NATIONAL PRODUCT

men adjusted production schedules early last
year to more realistic levels. Business inventory
accumulation was reduced from an annual rate
of $18.5 billion in the final quarter of 1966 to
a rate of less than $1 billion by the second
quarter of 1967.
During the period of rapid inventory adjustment, the inflow of new orders to manufacturers, particularly for durable goods, was markedly lower than in the closing months of 1966.
The principal expansive force in new orders
was defense goods, which presently pose little
inventory adjustment problem. On the other
hand, ordering of consumer durables (such as
automobiles, major kitchen appliances, and
television sets and radios) and of some 1types
of industrial equipment was relatively weak.
The rather substantial negative impact on
GNP of a slowing rate of inventory buildup
came to an end around mid-1967 as the rate of
inventory accumulation began to rise - a development that exerted a positive influenc:e on
the economy. The resumption of a more rapid
pace in stock building occurred despite the fact

4

PERSONAL INCOME AND RETAIL SALES

small increase in business fixed investment was
centered in spending for producers' durable
equipment, since outlays for structures actually
dipped below the 1966 level. Business fixed investment has been on an uptrend since 1962,
and the tapering in outlays reflects several developments - the completion of many projects
begun in earlier periods, a slackening in the
rate of plant and equipment utilization, and
a less buoyant profits outlook. After averaging
nearly 91 percent in 1966, capacity utilization
by manufacturing firms eased to about 85 percent during 1967 as new capacity came on
stream and manufacturing output declined
slightly from the 1966 level. At the year-end,
most manufacturers were operating at rates well
under optimum levels.
Consumer purchases of goods and services
were relatively restrained last year, rising at
about the same rate as total GNP - 5.6 percent. The most vigorous gain in spending was
for services, exceeding the 1966 rise of nearly

7 percent. Much of the 1967 advance was due
to price increases. In contrast to outlays for
services, consumer purchases of both durable
and nondurable goods showed considerably
more moderate gains than in 1966, with durable goods turning in the weaker performance.
An important element in the lack of buoyancy
in durable goods spending was the absence of
any significant enthusiasm on the part of the
public to purchase new automobiles. Partly
reflecting the effects of a strike in the fall, production of U.S.-made cars last year declined
14 percent to total about 7.4 million units.
The gain in personal income in 1967, ex··
ceeding 7 percent, was sufficiently large to
support a more rapid increase in spending.
However, the consumer chose to step up his
savings. Savings comprised around 7 percent
of disposable personal income last year - the
highest proportion since 1958 and well above
the 5.9 percent in 1966. A return to the more
usual savings pattern could quickly and sharply
boost consumer spending.
The reversal of the downtrend in residential
construction was a particularly important development last year. Although investment in
housing in 1967 totaled only slightly above that
in 1966, the slight gain contrasts with a sharp
slide of 9.6 percent between 1965 and 1966.
Private housing starts, which had dipped to the
World War II low in late 1966, rose steeply
from their depressed levels and, by November
1967, had reached an annual rate of nearly 1.6
million units - a rate exceeding that for every
month since March 1966.
The strong comeback made by housing construction appeared to reflect elements other
than the increased availability of mortgage
funds from traditional lenders. While the abrupt
but short-lived decline in residential building in
1966 no doubt resulted in some unsatisfied
housing demands last year, the continuing influx of young adults probably provided additional impetus. Rental vacancy rates moved
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down further during 1967 and, by midyear,
were the lowest in several years. The lower vacancy rates and rising demand for housing have
placed upward pressures on rental rates, and
advancing construction costs may have hastened the decision of many prospective homeowners to buy or build.
Government purchases of goods and services
rose well over 14 percent last year, which exceeds by a substantial margin the gain in the
private sector. Spending by the Federal Government dominated the rise in public spending.
The overwhelming bulk of Federal expenditures was accounted for by spending for delcense
purposes, much of which was related to ~he
Viet-Nam war. The rate of defense spendmg
advanced more rapidly during the first half
of 1967 than in the later months, providing
strength at the time when the private sector
was relatively weak. Late in the year, the private sector was strengthening, while the increase in defense activity was slackening. For
the year, defense spending rose one-fifth, or
about the same as the 1966 gain. After showing a small decline in 1966, nondefense expenditures of the Federal Government increased
more than 6 percent in the past year as spending on education, health, welfare, and other
Government programs advanced. ContiIming
a long-term trend, outlays by state and local
governments also rose strongly in 1967.
The slowing in economic activity last year
was especially noticeable in the case of INDUSTRIAL PRODUCTION. After averaging 9
percent higher than a year earlier in 1966, output in 1967 averaged only slightly above that
in 1966. Manufacturing activity barely managed to hold its own, while mining and utilities
showed modest gains. Mining output was
buoyed briefly by the increased demand for
U.S. petroleum as a result of the Middle East
war, although a strike in the copper industry in
the latter part of the year retarded growth. A
rising output of defense goods gave important
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NEW PRIVATE CONSTRUCTION

strength to manufacturing, and production of
defense equipment during 1967 averaged about
18 percent higher than in the previous year. In
contrast, production of business equipment
trended downward until late in the year, when
it began to rise again.
Labor markets generally remained strong, as
EMPLOYMENT expanded about in line with
the growth in the civilian labor force. The unemployment rate in 1967 rose above 4.0 percent on a few occasions but, for the year, averaged 3.9 percent, or little different from the
1966 average. The buildup in the Armed
Forces absorbed some workers who otherwise
would have been entering the civilian labor
force. As in other recent years, unskilled and
inexperienced workers encountered the most
difficulty in finding employment.
PRICE INCREASES accelerated last year
despite the rather moderate pace of economic

actIvIty. Wage settlements in manufacturing
and some nonmanufacturing industries have
been quite large and likely will provide the
basis for wage and salary adjustments in other
situations. The wholesale prices of industrial
commodities, which had been stable from February through July, began to move upward at
a fast pace in August. Only the weakness in
prices for farm products kept the total wholesale price index from rising throughout the year.
Consumer prices increased at an annual rate
of 2.7 percent during the first half of 1967 but
rose at a 3.9-percent rate after June. In the
later months of last year, price increases for a
wide variety of materials and semifinished and
finished products were announced. It is possible
that the full impact of these increases was not
reflected in 1967, and the momentum of advancing prices could well extend into 1968.

financial developments
Major developments in the financial sector of
the U.S. economy during 1967 included a stimulative monetary policy; rapid expansion in
commercial bank credit and in the money supply; extremely heavy demands for funds on the
part of corporations, state and local governments, and the U.S. Treasury; marked increases
in interest rates; and adjustments developing
out of the devaluation of the British pound in
November. The U.S. balance of payments continued to be a major problem, despite an increase in the surplus of merchandise exports.
Financial markets, both domestic and international, were heavily influenced by a number
of important uncertainties during the year.
Among these uncertainties were the possibility
that the slowdown in business activity in early
1967 would become a recession; doubts that
the strong upsurge predicted for the second half
of the year would materialize; developments on
the President's surtax proposal; continuing
speculation over the size of the Federal deficit
and the implication of this deficit for financial

markets; predictions of a repetition of the 1966
"credit crunch"; and almost continuous uncertainty with respect to the stability of the
British pound. Financial markets were repeatedly buffeted as one or more of these uncertainties dominated the headlines.
The Federal Reserve System used each of
its three major tools of general MONETARY
POLICY to prevent the slowing of business
activity in late 1966 and early 1967 from becoming a downturn. Open market operations
were conducted so as to provide a relatively
generous measure of reserves to the banking
system. As a result, both total and unborrowed
reserves rose at rapid rates, and net free reserves of member banks (that is, excess reserves
minus borrowings from the Reserve banks)
became positive in the early part of the year
and continued positive for the remainder of
1967. Net purchases of U.S. Government securities in the open market were made during
RESERVE POSITION OF MEMBER BANKS
UNITED STATES

p-Preliminary.

e-Eltlmated.
SOURCES: 80ar"0' Go.ern.,s. Feder.' Ie"," S,st••.
Federal Reune ....k of Dall....
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each quarter of the year and, for the year as
a whole, substantially exceeded the amount of
net purchases in 1966.
In late February, the Board of Governors
announced a reduction from 4 percent to 3 percent in the reserve requirement on savings deposits and other time deposits up to $5 million
in each bank. This reduction took place in two
steps, with the requirement moving from 4
percent to 3\12 percent on March 2 and from
31;2 percent to 3 percent on March 16. It is
estimated that these changes freed $500 million
and $350 million in reserves at country banks
and reserve city banks, respectively. With the
decrease to 3 percent, the present requirement
is at its legal minimum for these two categories
of deposits.
In early April, the Board of Governors announced approval of the action of the Reserve
banks in lowering their discount rates to 4 percent from the previous level of 4\12 percent.
This reduction brought the discount rate back
to the level where it was before the increase in
December 1965, a move which was taken to
dampen inflationary forces in the economy. The
April reduction in the discount rate was reversed, however, in late November 1967, when
the Board approved the action of the Reserve
banks in raising their rates to 4\12 percent. The
increase in late November was in response to
the devaluation of the British pound andl the
sharp advance of the Bank of England rate to
8 percent.
The reserve position of all member banks in
the Nation reflected the substantial measures
of monetary ease taken by the Federal Reserve
System during 1967. As a result of System actions to provide reserves and because of the
weakened loan demand, the reserve position of
member banks shifted from one of relatively
deep net borrowed reserves in 1966 to one of
substantial net free reserves in 1967. For example, net borrowed reserves averaged $165
million in December 1966 but improved rap-

idly to a position of net free reserves of $236
million in March 1967 and were at or near this
level during the remainder of the year. Reflecting these same factors, borrowings from the
Federal Reserve banks declined from a daily
average of $557 million in December 1966 to
$87 million in July and remained at low levels
throughout the rest of 1967.
At commercial banks in the Nation, the pace
of credit expansion during 1967 was considerably faster than in the previous year. Total
BANK CREDIT (loans adjusted and investments) advanced an estimated $37 billion, or
more than double the $15.7 billion increase in
1966. The major reason for this differential
rate of growth was the fact that, in 1967, banks
were provided with sufficient reserves to expand both loans and investments, whereas in
1966 (with considerable pressure on reserve
COMMERCIAL BANK LOANS
AND INVESTMENTS

SELECTED COMMERCIAL BANK LOANS
UNITED STATES

p P

positions) banks were able to increase loans
partially at the expense of further investments.
Loans adjusted expanded about 8 percent,
which is slightly below the rate of increase in
1966. There were significant differences, however, in the composition of loan growth in the
2 years, with the smaller increase in business
loans in 1967 being offset by the somewhat
more rapid growth in other loan categories.
Commercial and industrial loans advanced
an estimated $7 billion, or 9 percent, last year.
In 1966, these loans advanced $9.2 billion, or
13.3 percent. The weakness in business loan
demand in 1967 was particularly pronounced
at the larger banks in the Nation. The major
reasons for the relative weakness in business
loan demand were associated with the leveling
off of business capital expenditures, the sharp
reduction in the rate of inventory accumulation,
the desire by many corporations to refinance
part of their bank debt into long-term bonds,

and the increased use of commercial paper as
a substitute for bank loans.
Most other loan categories showed moderate
increases, with the growth of security loans
being particularly noticeable. Real estate loans
and consumer loans grew an estimated 7 percent and 6 percent, respectively. These increases were somewhat below the comparable
rates of gain in 1966. Each of the other major
loan categories reflected a somewhat faster rate
of growth than in 1966.
The major difference between 1967 and 1966
with respect to the expansion of bank credit
resulted from the extremely rapid rate of accumulation of investments by u.s. commercial
banks in the past year. Total investments expanded an estimated $21 billion, or 20 percent,
in 1967. In 1966 the investment portfolios of
these banks showed almost no net change, increasing only $300 million. The large gain in
security holdings last year occurred within a
climate of relatively easy reserve availability,
weak business loan demand, and a greatly expanded supply of new issues by the Federal
Government and by state and local governments.
Commercial banks added heavily to their investments in both u.s. Government and nonGovernment securities. Holdings of Treasury
issues advanced an estimated $8 billion, or 16
percent, while investments in municipal and
other non-U.S. Government securities showed
a gain of about $12 billion, or 25 percent. The
increase in Government security holdings was
heavily concentrated in the second half of the
year, when the Treasury was engaged in largescale cash borrowing operations.
Following the sharp deterioration during
1966, commercial BANK LIQUIDITY positions improved significantly in 1967. Nevertheless, bank liquidity remained relatively low by
historical standards. With loans expanding only
moderately and deposits growing rapidly, the
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conventional measure of bank liquidity - that
is, the loan-deposit ratio - showed considerable improvement. After reaching a high of
66.6 percent in September 1966, the loandeposit ratio for all commercial banks in the
Nation fell to 64.0 percent in October 1967
and to an estimated 63.5 percent in December.
The expansion of TIME AND SAVINGS
DEPOSITS at commercial banks in the Nation
was unusually strong during most of 1967,
especially growth in consumer- and businesstype certificates of deposit. Total time and savings deposits rose an estimated $25 billion (or
16 percent), which is more than double the
$11.7 billion increase in 1966. The relative
LARGE CERTIFICATES OF DEPOSIT* AT'
WEEKLY REPORTING COMMERCIAL BANKS
UNITED STATES

·Il......... c.rtifleete. of tlepftft
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attractiveness of offering rates in comparison
with those of competing market instruments
and the continued high ratio of personal savings
to disposable income were among the major
factors contributing to this large advance.
The increase in the most interest-sensitive
component of total time and savings deposits,
the large certificate of deposit, was substantial
in 1967. At the weekly reporting commercial
banks in the Nation, negotiable time certificates
of deposit issued in denominations of $100,000
or more rose from $15.6 billion at the end of
1966 to almost $21 billion at the end of 1967.
The growth experience last year contrasts
rather sharply with that of 1966, when bank
issues of these money market instruments
reached peaks in July and August and then declined sharply as market rates on other shortterm investments reached levels which were at
or above the regulatory ceiling rate on large
CD's. During most of 1967, other money market rates remained below the ceiling rate for
the large CD's.
After showing virtually no growth from the
spring of 1966 until the end of that year, the
MONEY SUPPLY (conventionally defined as
demand deposits adjusted and currency in the
hands of the public) expanded rapidly in 1967,
responding to the ease of monetary policy and
the rapid increase in bank credit. For the year
as a whole, the money supply rose an estimated
$12 billion, or 7.2 percent. In 1966 the money
supply rose only $3.6 billion, or 2.2 percent,
reflecting the monetary restraint of the period.
The more rapid rate of growth of the money
supply in 1967 was entirely the result of a surge
in demand deposits; currency in the hands of
the public grew at about the same rate as in
1966. The demand deposit component of the
money supply expanded approximately $10 billion, as compared with the $1.6 billion rise in
the previous year. The currency component
grew around $2 billion, which is rougWy equal
to the increase in 1966.

In line with the rise in the personal savings
ratio, liquid assets held by the public increased
rapidly in 1967. In the first 10 months of the
year, liquid asset holdings advanced $36.4 billion, as compared with the $23.2 billion increase during the same months of 1966. The
growth of savings-type deposits at nonbank financial institutions was particularly noticeable.
For example, the public added $9.6 billion to
its holdings of savings and loan shares in the
first 10 months; in 1966 the comparable increase was only $2.4 billion. Similarly, deposits
at mutual savings banks expanded sharply and
rose $4.3 billion in January-October 1967, as
compared with $2.0 billion a year earlier.

heavy demands upon capital markets reflected
a number of factors: the large differential between corporate capital expenditures and internally generated funds, the exceptionally low
levels of corporate liquidity, the heavy drain
on corporate funds in the first half of 1967 due
to accelerated Federal income tax payments,
and anticipatory borrowing in the face of a
possible repetition of the 1966 "credit crunch."
In meeting their requirements for funds, corporate borrowers relied heavily upon public
offerings of securities (as opposed to private
placements) and placed increasing emphasis
upon debt issues which are convertible into
common stock.

In contrast, the public's holdings of u.s.
Government securities maturing within 1 year
fell $5.7 billion in the first 10 months; in the
1966 period, these holdings rose $7.4 billion.
The public's disinvestment in the short-term
Government securities in 1967 reflected the
less attractive yields on these instruments relative to interest rates at financial institutions.

New corporate SECURITY OFFERINGS
last year were an estimated $25 billion, up
about $7 billion from the record 1966 volume.
Virtually all of the increase in corporate security offerings represented debt financing, as
stock issues reaching the market remained at
about their 1966 level. Total public bond offerings were an estimated $15 billion, which is
almost double the high level of such offerings
in 1966.

New long-term corporate borrowing reached
extraordinarily high levels in 1967. These
MONEY SUPPLY AND TIME DEPOSITS

State and local governments increased their
borrowings again in 1967, with the issues totaling an estimated $14.5 billion, or roughly 28
percent greater than the 1966 volume. It may
be noted that many of these borrowing units
placed heavy reliance upon industrial revenue
bond issues, a type of state and local government financing which has expanded rapidly in
recent years. Commercial banks were especially
heavy purchasers of state and local government issues, as reserve availability and relatively weak loan demand permitted the allocation of a substantial volume of funds to these
securities.
Demands made upon the money and capital
markets by the U.S. Treasury were also unusually heavy in 1967, with cash borrowing
for the 12 months totaling $21.5 billion. In the
second half of the year, the Treasury raised an
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estimated $16.4 billion in new cash, which is
more than 50 percent larger than the amount
borrowed in the latter half of 1966. In order
to provide these new funds, the Treasury issued
$8.5 billion of Tax Anticipation bills, adlded
$2.9 billion to the regular bill auctions, sold
$2.5 billion of notes in August, raised $2.2
billion in connection with a note refunding in
November, and allowed a $300 million oversubscription to a note offered in the refunding
of $9.6 billion of notes and certificates: in
August. In the sale of notes in November, the
Treasury used its authority, for the first tiime,
to issue notes with maturities of up to 7 years.
With the sale of the relatively short-term issues,
the average maturity of the Federal debt continued to shorten, falling from 4 years 7 months
in December 1966 to 4 years 2 months in
October 1967.
Both money and capital MARKET RATES,
on balance, increased last year; however, the
timing of the movements in these rates and
the extent of the increases varied significantly.
Money market rates generally declined born
late 1966 through June 1967, with the reductions being quite large. Money market rates
then advanced throughout the rest of the year
LONG-TERM RATES
UNITED STATU

6.0

4.0

3.0
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SHORT-TERM RATES

and, at the end of 1967, were approaching their
peak 1966 levels. Capital market rates decreased only in the first few months of 1967
and only to a moderate extent. These rates then
expanded significantly throughout the remainder
of the year and, by the year-end, were considerably above their 1966 highs.
Large day-to-day and week-to-week fluctuations in both money and capital market rates
were characteristic of 1967. The markets were
heavily influenced by a number of uncertainties, particularly rumors of peace talks in VietNam, the waxing and waning of the possibilities
of enaction of the President's surcharge proposal, and rumors about the stability of the
British pound and its eventual devaluation.
The restrained behavior of money market
rates reflected a number of factors, principally
the ease in reserve availability, the attempt by
many firms to bolster liquidity by using the
proceeds of their heavy bond financing to purchase short-term assets and to payoff bank
loans, and the consequent relatively weak business loan demand at commercial banks. In
contrast, the substantial increases in capital
market rates resulted from the truly enormous
supply of new issues by corporations, state and
local governments, and the U.S. Treasury - a

demand which was sufficiently strong to push
capital market rates up despite a relatively
large supply of funds.
Money market rates declined from the late1966 peaks until June 1967, with reductions
of 100 to 200 basis points being common for
Federal funds, 3-month Treasury bills, commercial paper, and bankers' acceptances. For
example, the market rate on 3-month Treasury
bills decreased from a monthly average of 5.36
percent in September 1966 to 3.53 percent in
June 1967. Similarly, the rate on 4- to 6-month
prime commercial paper fell from 6.00 percent
in the fall of 1966 to 4.65 percent in June
1967. Thereafter, however, money market rates
rose significantly and, by the year-end, were
approaching their 1966 highs. The 3-month
Treasury bill rate was quoted at 5.02 percent
in mid-December 1967, and the rate on 4- to
6-month prime commercial paper was up to
5;/Z percent.
The prime rate (the rate charged by commercial banks to customers with the highest
credit standing) was changed twice in 1967.
In late January, the rate was reduced from 6
percent to 5;/Z percent by some commercial
banks; other banks, however, lowered their
prime rate only to 5% percent. As a result, a
split prime rate existed until late March, when
- with further declines in money market rates
- the 5;/z-percent rate became general. The
second change in the prime rate occurred in
late November, when commercial banks, in
response to increases in other rates, advanced
the prime rate uniformly to 6 percent again.
Yields in the capital market declined only
through the first few months of 1967, with
most decreases being relatively modest. For
example, the yield on long-term Government
bonds fell from 4.80 percent in August 1966
to 4.47 percent in February 1967. In the same
period, the rate on Aaa corporate issues
(Moody's average) declined from 5.31 percent
to 5.03 percent. Interest rates in the capital

market then advanced appreciably and, by the
end of 1967, were considerably above the peak
1966 rates. In mid-December, the average rate
on long-term Governments was 5.37 percent,
and that for Moody's Aaa corporate issues
was 6.16 percent. Moreover, some new Aaa
corporate offerings were marketed at yields of
more than 6;/Z percent toward the year-end.

balance

of

payments

The major development in the international
financial area during 1967 was the devaluation
of the British pound sterling in November,
whereby the par value in terms of the dollar
was reduced from $2.80 to $2.40, or 14.3
percent. Devaluation of the pound followed
British efforts over a 3-year period to effect
needed adjustments in the balance-of-payments
position, efforts which included a series of
austerity measures at home and arrangements
for financial assistance from major industrial
nations abroad, as well as the International
Monetary Fund. Despite these efforts, the British balance of payments continued in deficit, a
deficit heavily aggravated by the results of the
Arab-Israeli war.
The decision to devalue the pound was announced against a background of continuing
weakness of the British currency vis-a-vis other
major currencies, large losses of monetary reserves, the need for further massive foreign
financial assistance to sustain the existing par
value of the pound, and recognition that difficult and basic economic measures were required. Throughout the year, month-to-month
developments in the British trade position had
caused major uncertainties in the international
financial community.
With the decision to devalue the pound, the
British Government also announced a number
of other measures designed to facilitate adjustment of the payments position and to sustain
the new par value. These measures included advancing the Bank of England rate to 8 percent,
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applying for $1.4 billion of credit from the
IMF and $1.6 billion from other major financial sources, increasing minimum downpayment terms on automobile purchases from 25
percent to 33 percent and reducing the maximum repayment period from 36 months to 27
months, raising the corporate income tax from
40 percent to 42.5 percent, and lowering Government expenditures, parti;cularly defense expenditures.
In the week following the devaluation of the
British pound, substantial uncertainties arose
in international financial markets conceming
the viability of the new parity of the pound
and, in fact, of the international financial structure. With the increasing speculation over the
gold value of the dollar, there developed an
important surge of demand for gold in London
and other markets of the world. Despite the
greatly swollen demand for gold which culminated on November 24, cooperation among the
United States, the United Kingdom, and other
members of the gold pool in supplying gold
through the London market insured that the
surge of buying did not drive the price above
its pegged level. Speculation subsided in the
face of this determined and successful cooperative effort, though recurring waves of buying
were still evident in December.
With these strains on international financial
markets, attention continued to be focused on
the balance-of-payments position of the United
States. Despite an increase in the surplus on
merchandise trade, the U.S. balance of payments worsened in 1967. As in previous years,
the size and persistence of the deficit were of
considerable concern to the monetary authorities and a factor influencing the Nation's economic policy decisions. For the first three
quarters of the year, the balance-of-payments
deficit (measured on the liquidity basis) was at
a seasonally adjusted annual rate of $2.4 billion, almost double the deficit in each of the
preceding 2 years. While data are not available
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for the full year, it is not unreasonable to expect a liquidity deficit of over $2.5 billion for
1967.
The major bright spot in the U.S. balance
of payments in 1967 was the increase in the
surplus on merchandise trade. Preliminary figures for the first three quarters indicate a surplus on merchandise trade of $4.4 billion at a
seasonally adjusted annual rate. This is $473
million greater than the surplus during the corresponding period in 1966. The increase in the
merchandise trade surplus was the result of a
gain of about 6 percent in exports and virtually
no change in imports. It is estimated, however,
that the trade surplus declined somewhat in the
last quarter. Despite its improvement in 1967,
the trade surplus still was substantially below
the $6.7 billion surplus in 1964.
While the surplUS on merchandise trade improved, changes in other items more than offset
the gain; consequently, there was an increase
in the balance-of-payments deficit, as measured
on the liquidity basis. Of particular importance
were increases in U.S. Government grants and
loans, the sale of foreign securities in the U.S.
market, the advance in bank holdings of foreign assets, and rising tourist expenditures.
There is little doubt that financial flows were
influenced substantially by the Viet-Nam war,
the Arab-Israeli war, and spending by American tourists at EXPO 67.
Reflecting not only the continuation of the
imbalance in the Nation's payments accounts
but also the events following the British devaluation, the U.S. gold stock declined further in
1967. Through October, the decrease in the
gold stock had been quite small - $254 million - and considerably less than in 1966.
With the sharp increase in the demand for gold
on the London gold market immediately after
the devaluation of the pound and the provision
of gold through the gold pool, the U.S. gold
position declined considerably - $475 million
- in the week ended December 6. As of that

date, the gold stock stood at $12.4 billion,
which is $730 million below the level at the
end of 1966.
In recent years, commercial banks and nonbank financial institutions have cooper~ted with
the Federal Reserve System in a voluntary program to curtail the outflow of U.S. private capital and, thus, improve the balance of payments. Nonfinancial firms have cooperated
with the U.S. Department of Commerce. On
November 16, the Board of Governors and the
Commerce Department issued revised guidelines for 1968.
Under the 1968 program, commercial banks
are again asked to hold their foreign assets
within 109 percent of the year-end amount in
1964, the same target ceiling which applied in
1966 and 1967. In addition, the Board has
requested that commercial banks limit their
foreign lending each quarter to no more than
20 percent of their "leeway" under the ceiling.
The Board allows additional flexibility for
banks that had small amounts of foreign assets
at the end of 1964. Finally, nonbank financial
institutions are allowed a ceiling of 109 percent of their September 30, 1966, holdings, as
compared with 105 percent in 1967.
Nonfinancial firms are asked to curtail their
dollar outflows into direct investments in their
foreign subsidiaries. These outflows should be
limited to 100 percent of the average annual
flows in the 1962-64 base period, representing
a reduction from the 1966 and 1967 ceilings.
Highlighting the effective cooperation between the central banks and treasuries of
the major industrial countries were increases
in the amount of funds and the number of
countries participating in currency swap arrangements. In May the Federal Reserve System announced that reciprocal currency swap
arrangements had been concluded on a standby
basis with central banks in Denmark, Mexico,
and Norway in the amount of $100 million,

$130 million, and $100 million, respectively.
In July the Federal Reserve·announced that the
reciprocal currency swap arrangements with the
Swiss National Ballk and the Bank for International Settlements had been increased $50
million and $150 million, respectively.
Finally, following the British devaluation,
the Federal Reserve announced a massive increase in the swap arrangements on November
30. The increase of $1. 7 billion brought the
total to $6.8 billion and included increases of
$350 million to West Germany, $300 million
to the BIS, $300 million to Japan, $250 million to Canada, $150 million to England, $150
million to Italy, $100 million to Sweden, $75
million to Belgium, and $75 million to the
Netherlands. To supplement the November 30
increase, the Federal Reserve announced, in
December, advances of $150 million each to
the BIS and the central bank of Switzerland.
In mid-December, total swap arrangements
aggregated $7.1 billion.
As further evidence of the cooperation between the major central banks and treasuries,
the International Monetary Fund, at its annual
meeting in Rio de Janeiro in the fall, approved
a proposal for the eventual creation of a new
monetary reserve asset entitled "special drawing rights." These special drawing rights upon
the IMF could be used, along with gold and
foreign currencies, as reserves to cover balanceof-payments deficits. Unlike present drawings
upon the IMF, which are temporary, these
SDR's are expected to become a permanent
addition to the reserves of the world's trading
nations. Although the proposal will not be implemented for at least a few years, it is hoped
that the creation of the rights will partially
alleviate an expected international liquidity
problem.

regional situation
In 1967 the southwestern states of Arizona,
Louisiana, New Mexico, Oklahoma, and Texas
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achieved new highs in industrial production,
employment, construction, income, and sales.
The gains last year, however, were more moderate than those in 1966; and paralleling
trends in the Nation, economic activity in the
Southwest was noticeably more robust during
the last half of 1967 than during the earlier
months of the year. Especially important influences contributing to the strength of the
southwestern economy last year were the vigorous growth in ordnance and other defenserelated activities, the demands placed lllpon
the petroleum industry as a result of the war
in the Middle East, and the improvement in
construction. Work stoppages, particularly in
copper mining and automobile manufacturing,
were dampening influences.

CHANGES IN INDUSTRIAL PRODUCTION
IN TEXAS

During the first 6 months of 1967, total
INDUSTRIAL PRODUCTION in the South-

west was little changed from the high level attained at the end of 1966; but after midyear,
the output of goods and services resumed its
uptrend. For all of 1967, physical output, as
measured by the Texas industrial production
index, averaged nearly 7 percent above the
1966 level. Last year's substantial increase,
however, did not match the more ebullient
pace of 1966.

INDUSTRIAL PRODUCTION IN TEXAS

While output changes for subgroups within
the major components were rather widely diffused, the advances for total manufacturing
and mining were close to the average gain in
the total index. The output of utilities rose
almost 10 percent. Only 3 of the 24 subgroups
comprising the Texas production indexnamely, transportation equipment (mainly aircraft and related parts), "other" durables
(predominantly ordnance), and electrical machinery - posted outstanding gains as compared with the combined rise for all industries.
After remaining on a plateau during the first
half of 1967, the production of durable manufactures subsequently expanded, particularly
under the impetus of an accelerating increase
in the output of aircraft and parts. The gain of
about 9 percent for durable manufactures was
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a major force lifting total manufacturing output
a little more than 6 percent above its 1966
level.
The production of nondurable manufactures
rose slightly more than 4 percent but failed to
match the 1966 performance. In the nondurable sector, only the chemical industry showed
any exceptional buoyancy. After declining
slightly from the level reached in the latter part
of 1966, petroleum refining began to strengthen
in the spring and, then, rose more briskly during the summer and early-fall months, partly
in response to the increased demand arising
from the disturbances in oil trade due to the
Middle East war. During the latter part of
1967, refining activity slackened; but for the
year, output was slightly more than 4 percent
above the year-earlier level.
Following a pattern somewhat similar to refining, crude petroleum mining showed little
strength during the first half of 1967, but the
Middle East conflict gave an upward thrust to
southwestern oil production in the middle of
the year. With the resumption of Middle East
production and more normal worldwide oil
flows, Texas crude oil production was sharply
curtailed by October. Nevertheless, crude petroleum mining last year averaged nearly 7
percent above 1966 and, at the end of 1967,
was running about 6 percent above a year ago.
WAGE AND SALARY EMPLOYMENT

EMPLOYMENT in the five southwestern
states showed a substantial increase of 4.3
percent in 1967; however, this advance in total
nonagricultural employment did not match the
exceptional rise that occurred in 1966. The
pace of gains was slower than in 1966 for both
manufacturing and nonmanufacturing employment but was considerably more so for manufacturing. The reduced rate of employment
growth in manufacturing last year mirrored
the somewhat less forceful performance of
manufacturing activity, especially the production of nondurable goods.
Except in mining (where work stoppages in
the copper industry disrupted employment),
gains were evident in the Southwest in all the
nonmanufacturing employment categories. The
increase in the number of construction workers
was slight, however; this development reflected
the modest recovery in construction activity
from the markedly depressed levels in the latter
part of 1966 and early 1967. The major stimuli
to nonagricultural employment growth were
the service industry and government, both of
which experienced gains slightly in excess of
6 percent.
With the growth of the civilian labor force in
the five southwestern states being about proportionate to the overall employment growth,
the unemployment rate last year, at 3.6 percent, was scarcely changed from 1966. Associated with this historically low rate were
the severe shortages of skilled, experienced,
and professionally trained workers which prevailed in several of the major southwestern
labor markets.
The slower pace of manufacturing activity
was reflected in a slight decline in the average
length of the workweek. Nevertheless, higher
hourly earnings more than compensated for
the decline in hours worked, so that average
weekly earnings in manufacturing rose a little
more than 3 percent. The slightly easier tone
of the labor market in manufacturing last year,
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as compared with 1966, is also indicated by the
decreases in new-hire rates and quit rates.
CONSTRUCTION activity in the five southwestern states moved to another new high in
1967, with the value of construction contracts
reaching an estimated total of nearly $5.4 billion. The 1967 advance of around 3 percent
was greater than the gain achieved in 1966.
With a 6-percent increase (in contrast to a
12-percent decline in the preceding year), the
value of residential construction contracts in
1967 nearly regained its 1965 level, after
dipping sharply during the latter part of 1966.
Nonresidential construction, showing exceptional strength, highlighted construction activity
in 1967 by posting a gain of about 15 percent
over the prior year. In contrast to its ex.ceptional strength in 1966, nonbuilding construction was the only category exhibiting weakness
in the past year and receded over 14 percent
from 1966.
The increase in residential construction contracts was primarily centered in multiplefamily housing, with apartment dwellings assuming the greatest importance in dollar and
percentage gains. Contracts for one-family units
were also up strongly. The buoyancy in residential construction during 1967 reflected the
increased availability of mortgage credit, together with the reduction in the overhang of
unsold homes and vacant rental units.

VALUE OF CONSTRUCT:ON CONTRACTS

spending for streets and highways. This spending reflected, in part, further additions to the
Interstate Highway System, along with improvements by cities, to meet the rapidly growing
transportation needs of an increasing and mobile population. Moreover, requirements for
additional water supplies for personal and industrial consumption, as well as those for
recreational purposes, were manifested in the
increased volume of spending for dams and
reservoirs.

The increased activity in nonresidential construction was directed, in large part, to the
administrative and health needs of the public.
Sizable gains in the value of contracts for
public buildings and hospitals were recorded.
There was also a substantial increase in contracts for manufacturing plants, while moderate
increases occurred in the construction of office
and bank buildings.

In the agricultural sector, a slight rise in the
output of livestock and livestock products was
about offset by a smaller outturn of crops, and
total AGRICULTURAL PRODUCTION in
the Southwest in 1967 was little changed from
the high level reached in 1966. Lower average
yields were responsible for the major portion
of the decline in crop volume. Prices received
for farm products and Government payments
were both lower last year than in 1966, and
production costs were higher; consequently, net
farm income was moderately below the record
1966 total.

Although the value of nonbuilding construction contracts last year was well below that in
1966, important increases were recorded in

With the expansion of employment and the
increases in weekly earnings in manufacturing
and nonmanufacturing occupations, personal in-
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come rose during 1967, although the advance
was below the 9A-percent gain in 1966. Southwestern RETAIL SALES in the past year did
not rise as rapidly as personal income. Retail
sales posted a gain of only about 4 percent
during 1967, off appreciably from the increase
of more than 6 percent recorded for the prior
year. Based upon estimates made by the Bureau
of Business Research of The University of
Texas, nondurable goods stores in Texas experienced a greater rise in retail sales than did
durable goods stores. The greatest sales strength
was centered in apparel stores and gasoline
service stations. New automobile registrations
in four major markets in Texas - Dallas, Fort
Worth, Houston, and San Antonio -lacked
vigor in 1967 and barely managed to exceed
their total in 1966.
BANKING DEVELOPMENTS in 1967 in
the Southwest featured a sharp expansion in
bank credit, modest growth in loans, rapid
increases in total investments, moderate growth
in demand deposits, and extremely rapid inMEMBER BANK LOANS AND INVESTMENTS

creases in time deposits. With loans expanding
much less rapidly than deposits, the loandeposit ratio at all member banks in the Eleventh District declined from its peak 1966 level.
Net purchases of Federal funds also retreated,
as commercial banks in the District had relatively ample reserve positions throughout the year.
Commercial bank credit (loans and investments) rose an estimated 8.3 percent at all
member banks in the District, which is almost
double the 4.7-percent increase in 1966. As was
true of all banks in the Nation, the major
cause of this more rapid rate of increase in
bank credit in 1967 was the heavy accumulation of investments last year. Loans expanded
about 4 percent in 1967, as compared with 5.8
percent in 1966. Total investments, however,
grew approximately 17 percent in 1967 but
only 2.7 percent in the previous year.
The growth in investments at all member
banks in the District was substantial for both
U.S. Government securities and non-U.S. Government issues, but the rate of increase was exceedingly rapid for non-Government holdings.
Most of the expansion in Government security
holdings occurred in the second half of the
year, reflecting the Treasury financing activity
in the last two quarters. Total holdings of Government issues rose an estimated 13 percent,
in contrast to a 6.6-percent decline during the
credit restraint of 1966. Holdings of non-U.S.
Government issues, mostly municipals, grew
an estimated 22 percent in 1967, as compared
with a 14.3-percent rise in 1966.
Both demand deposits and time deposits provided funds to member banks in the District
in 1967. The growth of time deposits, however,
was considerably more rapid than that for demand deposits. Total demand deposits rose an
estimated 6 percent last year, which is substantially greater than the O.7-percent gain in
1966. Total time and savings deposits advanced
an estimated 12 percent, as compared with the
7.3-percent increase in 1966. Most of the ad-
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vance in time deposits resulted from the growth
in certificates of deposit, both the business type
and the consumer type. For example, negotiable
time certificates of deposit issued in denominations of $100,000 or more at the District's
weekly reporting commercial banks increased
from $1.0 billion at the end of 1966 to around
$1.2 billion at the end of 1967.
The loan-deposit ratio declined substantially
at the District's member banks last year. At
the end of 1966, the loan-deposit ratio of these
banks was 59 percent. By the end of 1967, the
loan-deposit ratio had declined to an estimated
56 percent, which is considerably less than the
peak ratio reached in 1966 but is still high by
historical standards. As measured by this ratio,

there is no doubt that the liquidity of commercial banks in the District improved markedly
during 1967.
Net purchases of Federal funds by District
banks declined sharply in 1967, principally reflecting the ample supply of reserves during the
year. For 2 months, these banks were net sellers
of Federal funds. Reflecting the same factors,
member bank borrowing from the Federal Reserve Bank also fell markedly, reaching a low
of $2.3 million, on the average, in April and
continuing at relatively low levels throughout
the remainder of the year. The low levels of
borrowing last year compare with a peak daily
average borrowing in 1966 of $96.5 million in
October.
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